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INTERNET TAX FREEDOM ACT/Study of Sales and Use Taxes

SUBJECT: Internet Tax Freedom Act . . . S. 442. McCain motion to table the Hutchinson modified amendment No.
3760 to the McCain/Gregg amendment No. 3722.

ACTION: MOTION TO TABLE FAILED, 30-68

SYNOPSIS:  The Finance Committee substitute to S. 442 (both the Commerce Committee and the Finance Committee
reported versions of the bill), will ipose a 2rear moratorium tggnning July 29, 1998 on certain State and local taxation of

online services and electronic commerce (the Commerce Committee substitute wamde arByear moratorium), and will

establish an advispicommission on electronic commerce to gtthee issue and make recommendations dutiat moratorium.

The McCain/Grgg amendment would direct the advigaommission to examine model Statgidéation: that "wouldorovide
uniform definitions of cagories ofproperty, goods, service, or information gelst to or exermt from sales and use taxes"; and
that "would ensure that Internet access services, online services, and communications and transagtienbitesinet, Internet
access service, or online services would be treated in a tax and tgaatigloeutral manner relative to other forms of taxation.”
(A "use" tax refers to a tax thatpéres a resident of a taxgfurisdiction topay for usirg apurchased item in thatirisdiction. For
exanple, Massachusetts has @é&rcent use tax; gritem that has begmrchased on which less thapé&rcent sales tax has been
paid is taxed the difference the use tax. Thus, if an itemgsrchased in another State with pe8eent sales tax rate, and it is then
used in Massachusetts, @grcent use tax is due. Statesymat require out-of-State businesses to collect sales and use taxes fol
them, but thg are still owed § the purchasers.)

The Hutchinson modified amendmentwould add that one of theexific issues that the advigotommission (that would be
created g this bill) would stug would be the effects of taxation, includithe absence of taxation, on all interstate sales
transactions, includmtransactions usgthe Internet, on retail businesses and on State andgmaainments. That examination
could include a review of the efforts of State and Igoakernments to collect sales and use taxes owed on inpBtat@ses from
out-of-State sellers.

(See other side)
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VOTE NO. 304 OCTOBER 7, 1998

During debate, Senator McCain moved to table the Hutchinson amendment. A motion to table is not debatable; however, some
debatgoreceded the makgnof the motion. General] those favorig the motion to tablegposed the amendment; thogaposing
the motion to table favored the amendment.

NOTE: After the vote, the Hutchinson amendment, and the yiuigMcCain/Grggg amendment, as amended, werepheid
by voice votes.

Those favoringthe motion to table contended:

The advisoy commission beigcreated ¥ this bill should focus solglon the issue of Internet taxation, with toal of comirgy
up with clear, uniform, and nondiscriminagdiaxationpolicies. Otherwise, with over 30,000 tagijurisdictions in this counyt
we risk stragling commerce on the Internet in its infgneith a tamgle of new taxes. The commission should not be broadened to
include theperipheral issue of how all interstate commerce interacts with State and local sales taxegethefdulw Internet,
cable, catalg, and telphone sales across State lines affect sales taxes is geinginftant, but it is a g@rate sufect, and the
commission does not need to examine it in order to decide how to gowithwniform and fair Internet taxgnpolicies. Further,
the interaction of sales taxes and interstate sales hasydbeamistudied extensiyeMe know of a stugby the Legue of Cities,
and of anotherypthe Center for Bugket and Polig Priorities, and anothel/lihe National Governors' Association. The commission
will already have more than englu conplex issues to angte without the addition of this newgrgrement to stugla s@arate issue.
We therefore wge our collegues to table the Hutchinson amendment.

Those opposinghe motion to table contended:

We think that the Hutchinson amendment offers a fairpromise on the issue of interstate sales and use taxes. Internet
purchases are onht $8 billionyearly now, but thg are epected to reach $300 billiorearly by as easl as 2002. Pgie may just
purchase $300 billion more worth géods in 2002 than tlgevould havepurchased had the Internet not existed, or, alterngtivel
they may buy goods from Internet copanies that thewould havepurchased from other cqranies if the Internet had not existed.

At this point, we realf do not know how much thrgrowth of Internet commerce will be at theperse of other forms of commerce.

For instance, it maend y wiping out a lot of mom-angbop stores. State and local tagiauthorities that rglon the sales tax are
justifiably concerned that cgpetition from Internet commerce mand yp destrging the in-State businesses from whichythee

able to collect taxes. States are not curyeatile to force Internet cquanies to collect gnsales or use taxes that are due. ylan

of our collegues s& that the advisgrcommission should focus gnbn Internet commerce. We think that would be a mistake,
because such commerce does not occur in a vacuuny livetlhave hge effects on State and logdvernments and on other
forms of commerce. The Senate earligeeted a Burpers amendment that would have allowed them to collect such taxes (see vote
No. 296). May of us who spport this amendmentpposed the Buipers amendment because we did not believe that the case had
been made that it was necegsa¥e haveproposed this amendment to find out. With the Hutchinson amendment, we age askin
for nothing more than information. We ge our collegues to spport this reasonable, cgromise amendment.



